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CHAPTER 14

QUALI TY ASSURANCE PROGRAMS

A. PURPOSE

This chapter prescribes policy- for establishnent of quality assurance pro-
rans I n conformance W th applicable Government Auditing Standards (reference
gZc) ) and pad Internal Auditing Standards, and describes the essential elenments
of such programs in DoD internal audit organi zations.

B. APPLICABILITY

This chapter applies to all DoD internal audit, internal review, and non-

appropriated fund audit organizations (hereafter referred to collectively as
"DoD i nternal audit organizations”).

C. FREIATED GWERMMENT AUDI TI NG STANDARDS

1. The Government Auditing Standards (reference (c)) prescribe general
standards for conducting financial and performance audits. The fourth general
standard relates to the presence of quality controls. The standard states that
“Audit organi zations conducting government audits should have an appropriate

internal quality control system in place and participate in an external quality
control Ievi ew program

2. The second field work standard for Governnent performance audits is,
“Staff are to be properly supervised. " This standard places responsibility
on the auditor and auwdit organization for seeing that staff who are involved
| N accomplishing the objectives of the audit recelve appropriate guidance and
supervision to ensure that the audit work i s properly conducted, the aad it
obj ectives are accomplished, and the staff are provided effective on-the-job

tp%;ning. External consultants and specialists also should be given appropriate
gui dance .

D. POLICY

1. To maintain the confidence and trust of DoD managenent, the Congress, and
private citizens, pa auditors shall provide objective, reliable, tinely, and
professional audit products. The value of the services provided by Do auditors
Is related directly to the quality of the audit work performed. In addition, the
rof essional ism of DpoD awditors IS critical to acceptance and use of their work
y DoD managers in inproving and strengthening DoD prograns and operations.

2. Each pp internal audit organization shall establish and maintain a
viable and effective quality assurance program that provides reasonabl e assurance
to parties inside and outside the Department of pef ense that DOD auditors comply
with applicable auditing standards and peD audit policies, and that work is
carried out economically, efficiently, and effectively. Each organization’s
qual ity assurance program Shal | incor,oorate the el ements of supervision, internal

qual ity control reviews, and external quality control reviews as described in the
fol lowng sections of this chapter.
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3. The pod internal audit organizations shall establish a supervisory
process which ensures audits are planned and completed i n accordance wth
appl i cabl e aud|t|ng standards, Dod auditing policies, and internal organization
policies and procedures. The supervision process shall ensure that audit work is

supported by clear, denonstrable, and objective evidence that is docnented in
audi t working papers.

4, The internal quality control system established by the audit organization
shoul d provide reasonabl e assurance that it:

a. Has established and is f ollowing adequate audit policies and
procedur es.

b. Has adopted and is follow ng applicable auditing standards.

5. (Organi zations conducting governnent audits shoul d have an external
quality control review at |east once every 3 years by an organi zation not
affiliated wth the organization being reviewed. The external quality control
review program shoul d determne that:

~a. The organization's internal quality control systemis in place and
operating effectively.

~b. Established policies, procedures, and applicable auditing standards
are being followed inits audit work.

E. SUPERVI SI ON

Supervision is the first and nost inportant step in a quality assurance
programand it IS a continuing process on all audit assiﬂnnents Wi thin an audit
organi zation. Responsibility for all audits remains with the head of the audit
organi zation. However, the head of the awdit organization may del egate audit
tasks to audit managers or supervisors, who in turn may deIePate these tasks to
audit teans. Delegation requires that audit managers at all levels establish
met hods that ensure audit assignments are planned, controlled, and directed
properly. The degree of control may vary among audit organizations and audit
assl gnment s,

1. Supervision is the nost effective way to ensure audit quality. To
supervise effectively, supervisors should be involved in every phase of the
audit, f ran planning to the f inal report. Supervisors shoul d make sure auditors
understand, wthout anbiguity, the nature, scope, content, and timng of the
work assigned to them and the expected end product. Supervisors should review
progress periodically on audit projects to determne whether jobs are on schedul e
and executed in accordance with plans. Supervision should be sufficient to mke
any required md-course corrections wthout disrupting the audit assignnent.

2. The actual amount of supervision required may vary based on availability
of resources, camplexity and sensitivity of audit work, and staff experience.
However, supervision shoul d be exercised at each |evel of the organization
and for each level of task responsibility. Mst audit assignnments include
the follow ng phases: coordination, ﬁlanning, survey, audit performance or

application, and reporting. During these phases, supervisors should concentrate
on the follow ng:
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a. Coordination. To ensure quality audit ﬁerformance and efficient
use of resources, supervisors should be aware of other audit projects within
the audit organization and in other Federal audit activities. Supervisors
shoul d maintain open [ines of communication W th the headquarters of the audit
organi zation and wth other field offices in the organization. The objective
of open communication IS t0 reduce the overlaﬁ of audit projects and enhance
the quality of audits. Supervisors should share ideas on audit design, audit
?Iann[ng, audit survey scope and techniques, audit objectives, audit approaches,
raining needs and audit workl oad.

| b. Planning. SuEervisors shoul d establish the overall direction of the
audit effort; determne the best use of available resources; establish goals and
objectives for audits that make sure prograns, activities, and segments of agency
oPerat|ons are covered adequately; and coordinate audit efforts wth review
efforts of other activities such as the mlitary inspector general offices.
Chapters 5 and 8 of this Manual prescribe additional. guidance relating to
planning for both individual awdit assignments and the develogment of an annual
audit program

_ c. Survey. Supervisors should approve the survey approach, estimte
tlm?| required Tor the survey, and establish mlestones for review of survey
results.

d. Program. After review ng survey results, supervisors should modif
overal | objectrves if necessary, identify the steps or segnents requmn% further
audit work, and determne any Program modi fications needed to f ulf ill the audit
obj ectives.  Supervisors should also estimate the time required for the detailed
audit review and establish mlestones for review of the program devel opnment.

e. Audit Performance

(1) Project Reviews. Supervisors should review audit projects
periodically to make sure they neet applicable auditing standards and DoD
Internal audit policies. Supervisors should use onsite visits to assist in
pro%ept managenment, solve specific problens during audit application, provide
technical assistance, counsel and train awdit team nenbers, and review overall
managenent of the audit.

(2) Reviews of Working Papers. Supervisory reviews of audit working
papers are essenfral To ensure reports are supported With clear, demonstrable,
and objective evidence. These reviews can be tailored to the particular
situation and individual, but should provide enough infornation to supervise
proL_ects properly and to eval uate staff performance. Probl ens di scovered during
wor ki ng paper reviews shoul d be discussed and resol ved pramptly; wor ki ng papers
shoul d be revised to preclude any msinterpretation or unsupported concl usions.
Wor ki ng papers shoul d be reviewed peri odi callg throughout the audit. Al
supervisory reviews of working papers should be docunented and retai ned.

&Hperr]vi sory reviews of audit work and the report should be tinely and determ ne
et her:

(a) Conformance with audit standards i s obtained.

. o (b) The audit progranms are followed unl ess deviation is
justified and authorized.
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(c) The auwdit work has been conducted with due professional
care.

(d) The working papers adequately support findings and
concl usions and provide sufficient data to prepare a nmeaningful report.

(e) The audit objectives are nmet.

Chapter 18 of this Manual prescribes additional guidance on the review of audit
wor ki ng papers.

f. Reporting. Auwditors should prepare a report outline and di scuss
preparation of the tnitial draft report wth their supervisor. First-|evel
supervisors should review the draft auwd it report, and the second-|evel
supervisors shoul d review coments and the results of any discussions wth
nanaPenent concerning the audit results. Based on these reviews, the second
| evel supervisor finalizes the audit report, making sure the audit report
complies W th the applicable auditing standards and beD audit policies on
regpmng.| Chapter 12 of this Minual prescribes additional guidance on reporting
audit results.

F.  INTERMAL QUALITY CONTROL REVIEWS

Internal quality control reviews, the second step in an effective quality
assurance program are periodic reviews of selected audits, organizational
functions, or internal processes, conducted by an independent element wthin
the audit organization. During the internal quality control review, an in-house
team eval uates the adequacy and ef f activeness of the awdit organization's
policies and procedures, and determ nes whether the audit work meets applicable
auditing Standards and poD auditing policies. Essential elements of an effective
I nternal quality control review programinclude: formal policies and operating
procedures; workload identification and planning; assi gnnent and training of
permanent staff; and adherence to Government Auditing Standards (reference (c))
and poD Internal Auditing Standards for performng reviews and reporting results.

1. The nature and extent of an organization's internal guality control
system depends on a number of factors such as its size, the degree of operating
autonomy al [owed its personnel and its audit offices, the nature of its work, itsS
organi zational structure, and its apPropriate cost-benefit considerations. Thus
the systems established by individual organizations, as well as the extent of
their documentation, wll vary.

2. Each pop internal awdit organization shall develop and issue formal
policies establishi n? an internal quality control review program consistent wth
this chapter. Formal policies should prescribe responsibilities and procedures
for planning and performng internal quality control reviews and reporting the
results of reviews.

3. Each major elenent of the audit organi zation should receive an internal
ual ity control review at |east once every 3 years. Mjor elements include
lvisions, regions, large field off ices, or residencies. As an alternative,
sel ected functional areas may be reviewed on an across-the-board Or Agency-wide
basis, provided there is representation given to the various elenents wthin the
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organi zation. Internal quality control reviews should enphasize natters relating
to the accomplistment of audit projects; that is, planning, survey, and field
wor k, including preparation of working papers and reporting.

, a. Annual and | ong-range plans shoul d be developed to ensure the 3-year
internal quality control review requirement is met. Once experience shows that
an effective quality standard has been achieved by the major elenents of the
audi t organi zation, consideration can be given to reducing the 3-year review
frequenc?/. Subjects for internal quality control reviews should be solicited

f ran all levels of the audit organization. Internal quality control reviewplans
should be published annual [y, and sufficient resources should be allocated to
accamplish t he val plan. 1N€ long-range plan shoul d include audit
issues/standards t 0 be reviewed, objectives, timef rames, and resource

requi renents.

b. Compliance W th Government Auditing Standards (reference (c)) is the
basis for how audit work is judged by external quality control review teans.
Accordingly, the Government Awditing Standards, DaD Internal Auwditing Standards,
and DoD auditing policies should formthe baseline for planning internal quality
control reviews. To facilitate the planning process and the setting of
priorities, an inventory of internal quality control review subjects should be
devel oped and mamintained. For exanple, the inventory shoul d include audit
planning, audit performance, audit reporting and followup, as well as | SSUES
raised in external quality control reviews.

4. A permanent staff should be assigned to f wf ill the internal quaIitK
control review requirenent , and the organizational placement of the staff should
provide for sufficient independence. Assignment of permanent Staff enhances
| ndi vi dual expertise and provides for added program continuity.

a. The permanent staff , which may be augnmented as needed, should be
highly qualif ied, experienced auditors. These qualifications are essential for
ensuring the credibility of the internal quality control review programand for
enhancing the level of professionalismin the audit organization.

b. Formal or on-the-job training may be needed for newy assigned
menbers to the internal quality control review program At a minimum, gaining
an appreciation and exchangi nﬂ i nformation on approaches used by other audit
organi zations In accamplishing their internal quality central review program
woul d be beneficial.

5. Internal quality control reviews , |ike an awit , should be perforned in
accordance with Government Auditing Standards (reference (c) ) » Do Internal
Audi ting Standards , and Deb auditing poli ci es.

a. Review objectives should be established, and conditions found during
the review shoul d be documented and retained in working papers.

b. Aformal witten report should be prepared and issued on the results
of each internal quality control review. The report shoul d specifically address
each review objective. The report should al SO recommend corrective actions .
when appropriate; include comments f rom the organizational elements revi ewed .
followed by an eval uation of the coments; and establish tar?et dates for
implementation. Recomendations should be tracked until fully inplemented
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or otherwise satisfactorily resolved. when significant deficiencies are iden

tif ied, a followupreviewtodetermne that adequate corrective actions were
taken may be - appropriate.

C. All working papers and regrets of internal quality control reviews
shoul d be retained for 3 years for use by external quality control review terns.

G. EXTERNAL QUALITY CONTROL REVIEWS

~ Wthin the Department of Defense, external quality control reviews of
internal audit organizations wll normally be conducted by the Ofice of the
Assi stant |nspector CGeneral for awdit Policy and Oversight, 016, baD, Wth the
assistance of representatives fram the DoD internal audit organizations as
needed. The Db central internal audit organi zations, using guidelines published
by OG bpw, are responsible for external quality control reviews of the internal
review and nonapproPHat ed fund audit activities for which they have audit

cogni zance. Cenerally, OG DoD, wll. limt its external quality control reviews
of internal review and nonappropriated fund audit activities to assessing how
wel | the central internal. audit organizations carried out their external reviews.
The General Accounting Office conducts simlar quality control reviews of Do
Internal audit organizations.

1. The objectives of the external quality control reviews are to ensure DD
internal audit organizations adhere to Government Auditing Standards (reference

(c) ) , pap Internal Auditing Standards, and pob auditing policies and operate in
an economcal, efficient and effective nanner.

2. External quality control reviews should be conducted in accordance with
applicable auditing standards and quality control review ?m delines. The team
| eader of the review should observe the requirenent for holding entrance and exit
conferences and for discussing periodically the progress of the review wth
appropriate managers in the aadit organization.

3. External quality control review team members should be selected based
on the requirenments of a particular review. Functional experts f ran inside and
outside the Departnent of pef ense may augnent the quality control teams in
certain specialized or technical areas. The staff members nominated for the
external quality control review team should not have been associated in the past
2 years with the organization subject to review.

4. Before starting an external quality control review, the review team
shoul d col | ect background information about the audit organization, including itsS
organi zational environnent and governing policies and procedures. The review
teamis encouraged to use questionnaires to gather background data, identify
related audit policies and procedures, obtain opinions of the audit staff on
policies and procedures used by the audit organi zation, and solicit opinions of
audi tees regarding the relationships of the audit organization and its clients,.

5. External quality control reviews should be conducted on a recurring
schedul e and should nornal |y include each audit organization at |east once every
3 years. As an alternative, selected functional areas may be reviewed on an

across-the-board or Agency-w de basis. aswith any audit, the scope, objective,
and work program of the quality control review should be tailored to meet
specific situations.
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6. Aformal witten report should be prepared and i ssued on the results of
each external quality control review The report should specifically address
each review objective and express an opinion, as appropriate, as to the audit
organi zation's compliance W th Government Auditing Standards (reference (c)),

DD | nternal Auditing Standards, and pob auditing policies. The report shoul d

al SO recommend corrective actions when appropriate; include cements from the

organi zation reviewed, followed by an evaluation of the comments; and establish

target dates for inplementation. Recommendations shoul d be tracked until fully

implemented Or Ot herw se satlsfactor|k¥tresolved. When significant def iciencies
e

are identified, a f ollowp review to determne that adequate corrective actions
were taken may he appropriate.

7. Working papers and reports of external quality control reviews shoul d be
retained for 3 years f ran the date of the final report.
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